Federal Tax Incentives Provided by Small Business
Jobs Act of 2010

By Christopher R. Grissom and William T. Thistle

On September 27, President Obama signed into law the “Small Business Jobs Act of 2010" (P.L.
111-240) (the “Small Business Jobs Act”), which includes a number of important tax incentives for
businesses. The recently enacted Small Business Jobs Act includes a wide-ranging assortment of
federal tax breaks and incentives for businesses. In addition, because most states largely conform
to federal income tax provisions, many of these incentives will be available for state purposes as
well.

While a handful of the tax provisions in the Small Business Jobs Act are effective on the day
after the bill was signed or in 2011, the vast majority of them are effective retroactively and have
an immediate impact on the 2010 tax year. Below is an overview of the tax changes in the Small
Business Jobs Act.

Enhanced Section 179 Deduction. Under the old rules, taxpayers could generally expense
(instead of depreciating) up to $250,000 of qualifying property—generally, machinery, equipment
and software—placed in service during a given tax year. However, this annual limit was reduced
by the amount that the cost of the property placed in service exceeded $800,000. For tax years
beginning in 2010 and 2011, the Small Business Jobs Act increased the $250,000 limit to $500,000
and the investment limit from $800,000 to $2,000,000. In addition, for the first time ever, the
Small Business Jobs Act makes certain real property eligible for expensing. Thus, for property
placed in service in any tax year beginning in 2010 or 2011, the $500,000 amount can include up
to $250,000 of qualified leasehold, restaurant, and retail improvement property.

Extension of Bonus Depreciation. Before the Small Business Jobs Act, Congress already
allowed businesses to more rapidly deduct capital expenditures for most new tangible personal
property placed in service in 2008 or 2009 by allowing taxpayers to deduct 50% of the cost of the
property (“bonus depreciation”) during the year the property was placed in service. The Small
Business Jobs Act extends the first-year 50% bonus depreciation to qualifying property placed in
service in 2010.

Five-Year Carryback of General Business Credits for Eligible Small Businesses in 2010.
Usually, a business’s unused general business credits can be carried back to offset taxes paid in
the previous year, and the remaining amount can be carried forward for 20 years to offset future
tax liabilities. However, the Small Business Jobs Act provides that for tax years beginning in 2010,
eligible small businesses can carry back unused general business credits for five years instead of
just one. Eligible small businesses are sole proprietorships, partnerships, and non-publicly traded
corporations with $50 million or less in average annual gross receipts for the prior three years.

Deductibility of Health Insurance for Self-Employment Tax Calculation. For tax years
beginning in 2010, the Small Business Jobs Act allows self-employed taxpayers to deduct the cost
of health insurance they incurred for themselves (and their family members) in calculating their
net earnings from self-employment.

The above is a discussion of just some of the provisions in the Small Business Jobs Act. If
you have any questions regarding the Small Business Jobs Act or how these new incentives
may affect your company or clients, please contact Chris Grissom (205.521.8514) or Will Thistle
(205.521.8985).
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This newsletter is a periodic publication of Bradley Arant Boult Cummings LLP and should not be construed as legal advice or legal opinions on
any specific facts or circumstances. The contents are intended for general information only, and you are urged to consult your own lawyer or
other tax advisor concerning your own situation and any specific legal questions you may have. For further information about these contents,
please contact your lawyer or any of the lawyers in our practice group.

The Alabama State Bar requires the following disclosure: “No representation is made that the quality of the legal services to be performed is
greater than the quality of legal services performed by other lawyers.”
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